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Attachment A-8b 
Objective M, Procedure 3 

Interexchange Carrier 
(‘TXC’) Unit Rate 

Other IXCs 6.25 
Other IXCs 8.04 
Other IXCs 8.93 
Other IXCs 9.82 
Other IXCs 10.72 
Other IXCs 
Other IXCs 
Other IXCs 

11.61 
12.50 
13.40 

1 OtherIXCs 14.29 
Other IXCs 15.18 
Other IXCs 16.07 
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I I Other IXCs 17.88 

Other IXCs 17.88 
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Other IXCs 19.65 
Other IXCs 20.54 
Other IXCs 21.43 



Attachment A-9 
Objective X, Procedure 2 

Indianapolis, IN 
Kalamazoo, MI 
Madison, WI 

Milwaukeewaukesha, WI 

FvanwilldHenrlprsnn IN-KY 

X X 

X X 

X X 
X X X 

I MSAs are defined as Metropolitan Status Area. 
Phase I Pricing Flexibility as stated in the Federal Communications Commission's Memorandum Opinion and Order Adopted (DA 01-670) 

(WP W-1200) March 13, 2W1 and released March 14. 2WI is defined in section U paragraph 5 as follows, "A Rice cap LEC that obtains 
Phase 1 relief is allowed to offer. on one day's notice contract tariffs (A contract tariff bared on an individually negotiated service contract) and 
volume and term discounts for qualifying services, so long as the services provided pursuant to contract are removed from price caps. To protect 
those customers that may lack competitive alternatives. a price cap LEC receiving Phase I flexibility must maintain its generally available price 
cap constrained tariffed rates for these services. To obtain Phase I relief, a price cap LEC must meet uiggen designed to demonstrate that 
competitors have made irreversible. sunk investments in the facilities needed to provide the services at issue. In particular. to receive pricing 
flexibility for dedicated transport and special access services (other than channel terminations IO end usen). a price cap LEC must demmsuate 
that unaffiliated competitors have collocated in at least 15 percent of the L E C s  wire centers within an MSA. or have collocated in wire centers 
accounting for 30 percent of the LECs revenues from these services within an MSA. In bath cases, the price cap LEC also must show. with 
respect to each wire center, that at least one collocator is relying on transport facilities pmvided by a transport provider other than the incumbent 
LEC." 

Phase II Pricing Flexibility as stated in the Federal Communications Commission's Memorandum Opinion and Order Adopted (DA 01-670) 
(WP K2-12W) March 13, 2001 and relezsed March 14, 2001 is defined in section II paragraph 5 as follows, "A price cap LEC that receives 
Phase II relief is allowed to offer dedicated transport and special access services free for the Commission's Part 69 rate ~Wcture and PaR 61 
price cap mules. The LEC, however. is required to file, an one day's notice. generally available tariffs for thore services for which i t  receives 
Phase I1 relief. To obtain Phase n relief. a price cap LEC must meet uiggers desiped to demonstrate that competition for the services at issue 
within the MSA i s  sufficient to preclude the incumbent fmm exploiting any individual market parer over a sustained period. To obtain phasc II 
relief for dedicated transport and special access services (other than channel terminations to end userr). a pice cap LEC must demonstrate that 
unaffiliated competitors have collocated in at least 50 pment of the LEC's wire centers within an MSA, or have collofated in wire centen 
accounting for 65 percent of the LEC's revenues from these services within an MSA. Higher thresholds apply for obtaining Phase II pricing 
flexibility relief for channel terminations between a LEC end office and an end user customer. To obtain such relief, a price cap LEC must 
demonstrate that unafiliated competitors have collocated in at least 65 percent of the LEC's wire centers within an MSA. or have collocated in 
wire centers accounting for 85 percent of the LEC's revenues from these services within an MSA. Once again, the LEC also must demonstrate, 
with respect to each wire center. that at least one collocator is relying on transport facilities provided by a transport provider other than the 
incumbent LEC.125 
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Objective X, Procedure 2 

i i X Topeka, KS X X I 
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Attachment B-1 

COMMENTS OF THE JOINT OVERSIGHT TEAM FOR THE SBC 

ENGAGEMENT 
COMMUNICATIONS INC. SECTION 272 AGREED-UPON PROCEDURES 

Section 272(d) of the Act requires the formation of a Joint FederallState Oversight Team (JOT) 
to oversee the conduct of the agreed-upon procedures (AUP) engagement. A JOT has been 
formed and has overseen the conduct of this engagement, which includes the review of the report 
and its supporting working papers. The JOT offers the following comments: 

Chronolow: Ernst & Young LLP (E&Y) the independent accounting firm hired by SBC 
Communications Inc. (SBC) to perform the engagement provided, as required, a copy of the draft 
report to the JOT on September 8, 2001. At that time the results of eleven procedures remained 
incomplete as E&Y was awaiting information from SBC. The JOT completed its review of the 
draft report and working papers on September 27, 2001 and, with regard to disclosure changes to 
the draft report, provided written comments to E&Y on September 20 and September 27, 2001. 
E&Y provided another draft of the report to the JOT late in the day, on Friday November 2, 
2001. As of November 6,2001, the date when the draft report was required to be submitted to the 
company for its review, a number of issues still needed to be addressed. All issues were 
subsequently addressed with the exception of the following items related to disclosures requested 
by the JOT to be made in E&Y’s report: 

Items Needing Disclosure: 

Objective I, Procedure 4: The JOT requested that the report should list the services rendered to 
each Section 272 affiliate by the Bell Operating Companies (BOCs), other affiliates, and 
unaffiliated entities. E&Y responded that the reporting of a list of services is not required by the 
procedure. The procedure only calls for the practitioner to “obtain” the list and description of 
services. The term “obtain” is defined in the 272 Biennial agreed-upon procedures and requires 
the practitioner to physically acquire and generally retain in the working papers, all documents 
supporting the work effort performed to adequately satisfy the requirements of the procedure. As 
such, a list of these services is included in the workpapers only and is not included in E&Y’s 
report. SBC management agreed with E&Y’s statement. The JOT believes that the procedures 
are flexible until completion of the report and, in the JOT’S judgement, the information requested 
be disclosed in the report is useful in the final analyses of the contents of the report. The 
American Institute of Public Accountants (AICPA) standards support this view. 

Objective I, Procedure 7: The report states that the listing of fixed assets obtained from the 
Section 272 affiliates included a column noting from whom each item was purchased or from 
where it was transferred, but this column was not always populated. The JOT requested that the 
report identify the items and the dollar amounts where this information was missing. This list 
includes transmission and switching facilities. E&Y added additional detail to the report stating 
that a total number of 119 of 480 assets for SBCS and 337 of 2,735 assets for ACI did not 
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distributed cost (FDC) rate of $118.42 per hour. No supporting information was provided that 
converted the FDC rate of $118.42 per hour to the billed rate of $1.00 per listing. SBC 
represented that the rate of $1.00 per listing was an estimate, which will be trued up once a time 
in motion study rate is established. As noted in E&Y’s report, SBC has not provided 
documentation that the true up has yet been made as of December 11, 2001. Without this 
information and fair market value (FMV) information, the regulatory commissions will be unable 
to determine whether SBCS was billed the appropriate amount for this service. SBC management 
issued a separate response. 

Confidentialitv: SBC submitted to the JOT a listing of items requesting confidential treatment 
and that they be redacted from the final audit report for public inspection. The JOT does not have 
the authority to act upon SBC’s request. Accordingly, the JOT neither agrees nor disagrees with 
the confidentiality of these items. Confidentiality issues will be addressed by the pertinent 
regulatory commissions, if necessary. 
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December 17.2001 

Mr. Hugh Boyle 
Federal Communications Commission 
445 12” Street. NW 
Washington. DC 20554 

Mr. Brian Horst 
Emst & Young 1.LP 
Frost B d  Towers, Suite 1900 
100 West Houston Street 
San Antonio, Texas 78299-2938 

Re: Section 212 Biennial Audit of SBC Communications loc. 

Dear Messers Boyle and Horst: 

SBC Communications Inc. (“SBC”) submits these comments to Emst & Young’s audit 
report pursuant to Section 272(d) of the Communications Act of 1934, as amended (“the 
Act”) and Section 53.209 of the Commission’s rules. These comments are being 
submined lo the loint FederaVState Oversight Team (“JOT) and lo Emst & Young 
(“EQY”) in accordance with Section 53.213(b) of the Commission’s rules and will 
become parl of the final audit report. 

SBC is also requesting confidential treatment of certain data contained in EBrY’s audit 
report, SBc‘s Comments. the JOTS Comments. and E&Y’s Comments (collectively “the 
Final Audit Repon”). under Section 0.459 of the Commission’s rules. and as  per 
paragraph 3W0 of the Agreed-Upon Procedures. These items include details about the 
SBC long distance companies’ assets and accounts, company facility locations, and the 
nature and amount of services purchased by the companies. Additionally. the report 
includes information about non-affiliated entities that include names and rates of specific 
services provided lo those entities. This is commercially sensitive information and is 
typically withheld from public disclosure. SBC therefore requests that these items be 
redacted from the Final Audit Report for public inspection. A proprietary version of the 
Final Audit Repon will be submincd to the Commission under confidential seal. 

The results of the A@-Upon Procedures. as reflected in the Final Audit Repon. 
reveals that SBC has effectively implemented internal policies. procedures and practices 
lo comply with the Section 272 requirements of the Act. Due to the nature of an agrecd- 
upon procedures engagement the practitioner has performed the procedures as agreed to 
by the users and has reported all results, regardless of materiality. Accordingly. the audit 



report includes minor exceptions. Further, the preponderance of those exceptions relate 
not to Southwestern Bell Communications Services, I ts .  (“SBCS”), but lo Ameritech 
Communications. Inc. (.‘ACI”).‘ In other instances. esceptions were noted where data 
andior documentation was not available in the formal r e q u i d  by the audit procedures 
due to systems limitations or system incompatibilitv between the SBC BOCs and the 
Section 272 afiliates. 

SBC provides these comments to address ceriain procedures or results noted in thc 
practitioner’s audit report that may require additional information or clarification. 

Sincerely, 

‘-%a& 
Michclle A. Thomas 
Executive Director - Federal Regulatory 

Anachmenl 

I C  should bc noled h a 1  SBCS IS the m l y  SBC Smt,on 212 afiliale that has k n  granted 111 wthormlmn 
to pro*lde inltrLATA longdirtsncc 9enoces m SBC m.regmn st~ t r i  ACI  doer nal hare 271 authority IO 
provide ~n.regwn mcrLATA $CIYICCI 
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Obiective I, Procedure 7 

Verified by observation that the listings obtained above, which included 480 assets for 
SBCS and 2.735 assets for ACI, included information in the five required fields of data: 
~lescription, location o f  each item, date of purchase, price paid and recorded, and from 
whom the asset was purchased or transferred. Noted that all 16,075 required data fields 
were populated except for I19 assets of SBCS and 337 assets of ACI that did not 
include information in one data field, “from whom the asset was purchased or 
transferred. 

Obiective 111. Procedure 4 

Obtained the payroll registers for each Section 272 affiliate that included the social 
security numbers of all the directors, officers, and employees as of March 31, 2001 and 
designed and executed a program which electronically compared the social security 
numbers of directors. officers. and employees on the Section 272 affiliates’ payroll 
registers to the electronic employee records for the SBC BOCs. Noted that four 
individuals were listed on both the Section 272 affiliates’ listings and the SBC BOCs’ 
listings. Documented below the reason and number of employees appearing on both 
lists. 

Noted by review of t h e  payroll registers that while the employee names appeared on 
both the SBC BOCs’ and ACl’s payroll registers, only the ACI payroll register included 
payments to the employees. The SBC BOC payroll register listing included the 

The purpose of this procedure is to determine whether there is joint ownership of 
switching and transmission facilities between the SBC 272 affiliate and the SBC BOC. 
and the audit report reflects that there were none. 

As pan of this procedure, the auditor was instructed to verify the completeness of the 
SBC 272 affiliates’ detailed fixed asset listings. The audit report noted unpopulated 
fields in less than 3 percent of the total required data fields. It was discovered that the 
“Vendor Name” field was not populated for certain fixed asset records. This occurred 
due to a fixed asset systems conversion at SBCS and ACI to a new ORACLE based 
system. As a result of this conversion, the vendor name was captured in another field 
(e.& manufacturer name) which was not included in the listings provided 10 the 
auditors. For a limited number of older fixed assets. no vendor name was captured in 
the fixed asset records. The absence of a vendor name associated with ceriain older 
fixed assets does not impact the determination of whether the SBC 272 affiliate and the 
SBC BOC jointly owned switching and transmission facilities during the engagement 

The purpose of this procedure was to determine whether an individual served 
simultaneously as an employee of a SBC BOC and a SBC 272 affiliate. While the 
administrative records indicate that four employees were included on the payroll listing 
(e&, payroll register) of both a SBC BOC and a SBC 272 affiliate. the employees were 
only active in and paid by one entity within the payroll system, thus resulting in no 
overlap. 

The PeopleSoft payroll system used in the Ameritech region only allows for an 
employee to be currently active in, and therefore paid by, one company. Therefore, 
although employees may not have been removed from a prior employer company’s 
payroll register in a timely manner, the systems do not allow two Ameritech companies 
to pay the employee during the same time period. 
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Compared the prices and terms and conditions of services and assets in the agreements 
obtained in Objectives V and VI. Procedure 5 to those shown on the SBC Internet site. 
Noted certain exceptions listed on Attachment A-4 and as summarized in Table 4 
above. Noted that the information provided on the Internet is sufficiently detailed to 
allow evaluation for compliance with the FCC's accounting rules because entire 
agreements are posted on the SBC Internet site. Noted that all the details needed to 
allow evaluation for compliance with the FCC's accounting rules are made available. 
Noted that the Internet posting of the agreements included rates, terms. conditions, 
frequency, effective dates, termination date, description of services, and method of 
pricing. 

By physical inspection of the SBC BOC central files at the locations listed in the table 
below, noted that the same information was made available for public inspection at the 
principal place o f  business of the SBC BOCs, except as noted on Attachment A-4. 
Noted that SBC d id  not make any claim of confidentiality for nondisclosure. 

~ Obieetive VNI. Procedure  6 -continued 

~~~ 

employee name with no  corresponding payment. Also noted by review of the employee 
transfers obtained in Procedure 5 below that the four duplicates transferred between the 
SBC BOCs and ACI with effective dates of March 2001 and April 2001. SBC 
represented that the duplicate employees were only paid by the affiliate for which they 
were employed and  appeared on the other register with no pay. 

1 Obieetive VNI. Procedure  6 

fie purpose of this procedure was to determine whether the SBC BOC was properly 
ollowing the FCC's affiliate transactions rules. The audit report noted SBC's extensive 
nocedures to ensure compliance and to detect and prevent non-compliance. The 
.equirements for affiliate transactions are complex; however. the items noted in the 
mdit repolt are miniscule. Of the 25 items noted in Attachment A-4, 21 relate to either 
liscontinued services which have been removed from the Internet web site or to joint 
narketing provided by the SBC BOC under section 272(g) and are not subject to the 
ion-discrimination provisions of section 272(c). This results in a less than 1 percent (4 
If 450) exception to the total Internet postings. 

jBC has taken wrrective action with respect to the 17 items noted in the central tiles 
:noted in Table 4) by updating the particular pricing addendum or contract. As of 
. d a y ,  the only outside parties that have requested access to the Central file are Ernst & 
Young for the Biennial Audit and one unaffiliated carrier who did not disclose the 
iurpose for their review. It should be noted that no unaffiliated third party entity has 
-equested service provided from the SBC BOC lo the SBC 272 affiliates for the non- 
ariffed agreements posted on the Internet web site. 
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Obiective VNI, Procedure 6 -continued 

For 39 of the 100 postings tested. support obtained for the Internet posting date was 
internal correspondence or employee file notes provided by the Section 212 affiliate. 
These agreements or pricing addendum were posted to the Internet prior to the Section 
212 affiliate’s implementation of the posting procedures which produce system- 
generated verification of  the posting dates. 

Obiective VNI. Procedure 9 

Noted that the sampled amounts were priced at the higher of FDC or FMV. or PMP in 
accordance with the affiliate transactions standards and were recorded in the books of 
the SBC BOCs in accordance with the affiliate transaction standards. except as listed 
below: 

. Noted in the September Zoo0 billing from Pacific Bell to SBCS for Consumer 
Markets Group services, the unit price used for billing was $1.00 per listing 
compared to the FDC rate of $ I  18.42 per hour. No supporting information was 
provided that converted the FDC rate of $118.42 per hour to the billed rate of 
$1.00 per listing. SBC represented that the rate of $1.00 per listing was an 
estimate. which will be trued up once a lime in motion study rate is established. 

Obiective VNI,  Procedure 10 

From the summary listing obtained above, selected a judgmental sample, as approved 
by the Oversight Team, of six services for one month as listed in Table 6 below. SBC 
represented that services provided by SBCS were billed on numerous invoices every 
month. Requested and obtained a detailed listing by invoice. of the amounts billed by 
SBCS to Pacific Bell and SWBT for the service and month selected in the sample. 
Noted that (his listing did not agree lo the summary listing provided above due to errors 
in h e  compilation of the summary listing by SBCS. 

For the affiliate transaction noted, a time and motion study was completed in Augusl 
2000 to true-up the estimated $1.00 per listing, but was not applied to the hourly rate IC 
revise the per listing price until April 2001. A true-up for all billings, which includes 
2000 and 2001, will be processed by SBC in December 2001. 

These transactions are subject to review in the annual SBC Cost Allocation Manual 
(CAM) audits. Both the Zoo0 and 2001 rates are supported by the fully distributed cos1 
(FDC) calculations performed in accordance with SBC’s approved FDC valuation 
methodologies included in SBC’s CAM on file with the FCC. 

The audit report noted that for each SBC invoice provided under this procedure that the 
services were billed by SBCS in accordance with affiliate transaction standards. 
Discrepancies of dollar amounts from the initial request and the second request are due 
lo billing disputes and adjustments made to a specific account(s) during the interim 
period between the requests. Billing for services provided by the SBC 212 affiliates to 
(he SBC BOCs were at the agreed upon rates as shown in the audit repon. The SBC 
212 affiliates were able to provide sufficient information demonstrating that it had met 
this ob.jective. The SBC 212 affiliates are currently working to resolve any billing 
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Obiective VII. Procedure 5 

The Oversight Team selected B&C services and local exchange services for March 
2001 for testing. Noted that SBCS purchased B&C services from SWBT and ACI 
purchased B&C services from Indiana Bell, Illinois Bell, Michigan Bell, Ohio Bell, and 
Wisconsin Bell. For 38 unaffiliated carriers purchasing B&C services from SWBT and 
34 unaffiliated carriers purchasing B&C services from Indiana Bell. Illinois Bell, 
Michigan Bell, Ohio Bell, or Wisconsin Bell, compared the rates. terms. and conditions 
on their March 2001 billing to the rates, terms, and conditions on the Section 212 
affiliates’ March 2001 billing from the comparable SBC BOC. The results of this 
comparison are shown on Attachment A-Sa for SBCS and Attachment A-Sb for ACI. 
SBC represented that the differences noted may result from whether the customer has 
chosen the following contractual options: invoice billing; message billing; volume 
discount pricing; standard pricing; per page billing; andor  rate element billing. 

system issues in order to provide the necessary information in the requested format ic 
the future. 

The SBC BOCs make available Billing and Collection Services (B&C) to carriers at the 
same rates. terms and conditions. The differences in the rates for B&C services showr 
in Attachment A-Sa are a result of several options available to B&C customers. The 
SBC BOCs offer ( I )  invoice billing andor  message ready billing; (2) volume discounl 
or standard billing; and (3) per page billing (for invoice billing only) or rate element b) 
rate element billing. Although other lXCs have selected invoice billing, SBCS is the 
only IXC that has chosen the per invoice page pricing option and the volume discounl 
rating option; therefore, the B&C services purchased by the SBC 212 affiliate and b) 
the unaffiliated carriers listed are not comparable. Consequently. the information 
contained in Attachment A-Sa is misleading because it does not compare similar data. 

Pacific Bell provided copies of Customer Service Records (“CSRs”) for seven billing 
account numbers (“BANS”) billed to SBCS as of March 2001 and 18 BANs billed to 
nine unaffiliated carriers. Compared the rates, by Universal Service Order Code 
(“USOC“), charged to SBCS to those charged to the unaffiliated carriers. For all the 
USOCs billed to SBCS, noted 16 USOCs that were also billed to the unaffiliated 
carriers. Noted that of  these 16 comparable USOCs, 13 of the rates agreed without 
exception and three contained differences which are included in Attachment A-Sc. 
SBC represented that the terms and conditions associated with these billings were the 
same for SBCS and the unaffiliated carriers. Obtained documentation verifying 
SBCS’s payment to Pacific Bell and Pacific Bell’s receipt of payment for the seven 
SBCS BANs provided above. 

For the local exchange services provided by Indiana Bell, Illinois Bell, Michigan Bell, 
Ohio Bell, and Wisconsin Bell, SBC provided a file containing USOCs, billed units, 

Obiective VII, Procedure 5 -continued 

The differences noted in Attachment A-Sc result from the fact that tariff rates vary 
depending upon the term length selected by the customer. 7he SBC BOCs offei 
discounts to customers that agree to certain term lengths on some products. This is 
attractive lo customers who are willing to commit to a certain term length in order to 
receive discounts on the monthly rate charged. Although month-to-month rates are 
generally higher, the customer is willing to pay this higher rate in order to have the 
ability to disconnect service on a month-to-month basis rather than being locked in for 
a term. The term discounts are offered and applied universally to all (affiliated or non- 
affiliated) customers that agree to the term length. 

As shown above, the billable rate for an individual USOC and class of service can vary 
depending upon the term length elected by the customer, pursuant to tariff. For 
example, Attachment A-Sc reflects USOC CKC, Class of Service CYRJX. State 
Indiana, with various unit rates noted. Under Ameritech Catalog, Indiana, Part S - 
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and hilled amounts for the month of March 2001 for ACI facilities in Rosemont. 
Illinois; Muncie, Indiana; and Brookfield. Wisconsin, and ten unaffiliated retail 
customers (SBC was unable to identify and provide unaffiliated carrier information). 
SBC represented that this file was extracted from the Ameritech Customer Information 
System (“ACIS”). S B C  represented that AClS does not designate customers as “retail 
carriers” or ”retail non-carriers.” Sorted the information provided by USOC and class 
of service and compared the rates per USOC charged to ACI and the unaffiliated 
customers. Noted no comparable USOCs between the ACI location in Rosemont. 
Illinois, and the unaffiliated retail customers. Noted 30 comparable USOCs and classes 
of service between the ACI locations in Muncie and Brookfield and the unaffiliated 
retail customers. Noted that of these 30 comparable USOCs and classes of service, 24 
compared lo the rates charged to unaffiliated customers without exception and 

Obiective VII, Procedure 5 -continued 

differences were noted in 6 USOC/class of service comparisons. Attachment A-5c lists 
the differences noted. SBC represented that tariff rates may vary depending on the term 
length selected by the customer. Obtained documentation verifying ACI’s payment to 
Illinois Bell, Indiana Bell, and Wisconsin Bell for the ACI BANS listed on the file 
ihnw 

Obieclive VIII. Procedure 3 

Obtained data tracked and maintained by the SBC BOCs during the first nine months of 
the Engagement Period, by month and quarter, indicating time intervals for processing 
of orders (for initial installation requests, subsequent requests for improvement, 
upgrades, or modifications of service, or repair and maintenance). provisioning of 
service, and performance of repair and maintenance services for themselves and their 
affiliates and for unaffiliated entities. as customers, for exchange access services and 
PIC change orders, as noted in Attachment A-1. 

Dbiective IX. Procedure 4 

Centrex Services, Section 3 -Advanced Centrex Services, the “centrex common block 
represented by USOC CKC bills at the following rates dependent upon the term length 
elected by the customer: 

month-to-month $30.00 
36 months $27.50 
60 months $25.M) 
84 months $23.00 

For each of the accounts listed in Attachment A-Sc, the unit rate matches the elected 
term length. This logic (unit rate dependent upon elected term length pursuant to tariff) 
applies to the other USOC comparisons noted on Attachment A-5c. 

A “stare and compare” of the results included in Attachment A-7 reveal variances that 
are very misleading in terms of the overall performance in the level of service provided 
to the SBC BOCs and its affiliates and to non-affiliates. 7hese variances are statistically 
insignificant due to the extremely low volume of afiliate orders (or troubles) as 
compared to that of the non-affiliates orders for the service categories measured each 
month. 
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COMMENTS OF ERNST & YOUNG FOR THE SBC COMMUNICATIONS INC. 
SECTION 272 AGREED-WON PROCEDURES ENGAGEMENT 

The following comments of Emst & Young (“E&Y”) address comments of the Joint Oversight 
Team (“Joint Oversight Team” or “JOT”) included in Attachment B-1 to our Report of 
Independent Accountants on Applying Agreed-Upon Procedures related to the SBC 
Communications, Inc. Section 272 Aped-Upon Procedures Engagement. 

E&Y performed the procedures enumerated in our report, which were agreed to by management 
of SBC Communications Inc. (“SBC”) and the Joint Oversight Team in accordance with 
attestation standards established by the American Institute of Certified Public Accountants 
(“AICPA”). The Specified Users of this report determined and agreed to the procedures to be 
performed in this engagement, including agreement on the information that was to be obtained as 
a result of executing those procedures and when that information was to be included in the 
report. The findings within our report represent the results obtained from performing those 
procedures. 

The agreed-upon procedures to be performed were provided to E&Y by the Joint Oversight Team 
in a document titled General Standard Procedures For Biennial Audits Required Under Section 
272 of the Communications Act of 1934, As Amended; dated April 23,2001 (“General Standard 
Procedures”). E&Y was instructed to follow the guidance in this document during the conduct of 
the engagement. The General Standard Procedures define the Specified Users of the report to 
include the FCC, the state regulatory commissions in the 13 states in which SBC operates, and 
the company responsible for obtaining and paying for the biennial audits. As such, SBC is a 
Specified User of the report. The General Standard Procedures further state that “The Joint 
Oversight Team is responsible for reviewing the conduct of the engagement and, after a m m e n t  
with SBC, for directing the practitioner to take such action as the team finds necessary to achieve 
each objective.” 

As confirmed in a series of conference calls with the Joint Oversight Team, SBC, and E&Y on 
December 12, 2001, the procedures were performed as agreed-to by the Specified Users of the 
report. However, the Joint Oversight Team requested additional disclosures be made in E&Y’s 
report which, as described below, represent changes to the definitions of terms used to define the 
procedures to be performed. SBC did not agree with these requested changes. Each of these 
requests is further addressed below: 
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Objective I, Procedure 4: The JOT requested that the report should list the services rendered to 
each Section 272 affiliate by the Bell Operating Companies (“BOCs”), other affiliates, and 
unaffiliated entities. 

The procedure was performed as agreed-to by the Specified Users of the report. The list of 
services rendered to each Section 272 affiliate by the BOCs, other affiliates, and unaffiliated 
entities was obtained and placed in the workpapers in a manner consistent with other procedures 
in which the word “obtain” is also used and consistent with the definition of the term “obtain” for 
this engagement. The term “obtain” as stated in the procedure is a defined term within the 
General Standard Procedures that requires the practitioner to physically acquire and generally 
retain in the working papers, all documents supporting the work effort performed to adequately 
satisfy the requirements of the procedure. Further instructions contained in the General Standard 
Procedures specify certain terms for which the Specified Users’ expectation is that the 
practitioner will include in its report all results of those procedural steps. The term “obtain” is not 
included in this set of terms. As such, a list of these services is included in the workpapers only 
and is not included in E&Y’s report. Additional disclosures, beyond what was required by the 
guidance in the General Standard Procedures, were not agreed-to by the Specified Users of the 
report. 

The JOT further states in Attachment B1: “The JOT believes that the procedures are flexible 
until completion of the report and, in the JOT’s judgment, the information requested be disclosed 
in the report is useful in the final analyses of the contents of the report. The AICPA standards 
support this view.” Emst & Young agrees that the AICPA standards clearly state that the 
procedures to be performed may be changed during the engagement; however, the standards also 
explicitly require that they must be agreed upon by the specified users, and one of the Specified 
Users did not agree upon the JOT’s request for the described modification. Further, the findings 
of the procedures performed have been reported in a manner consistent with the procedures 
agreed upon by the Specified Users and as required by applicable professional standards. 

Objective I, Procedure 7: The report states that the listing of fixed assets obtained from the 
Section 272 affiliates included a column noting from whom each item was purchased or from 
where it was transferred, but this column was not always populated. The JOT requested that the 
report identify the items and the dollar amounts where this information was missing. This list 
includes transmission and switching facilities. 
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Attachment B-3 

E&Y added additional detail to the report stating the following: 

Verified by observation that the listings obtained above, which included 480 assets for 
Southwestern Bell Communications Services, Inc. (“SBCS”) and 2,735 assets for Ameritech 
Communications, Inc. (“ACI”), included information in the five required fields of data: 
description, location of each item, date of purchase, price paid and recorded, and from whom the 
asset was purchased or transferred. Noted that all 16,075 required data fields were populated 
except for 119 assets of SBCS and 337 assets of ACI that did not include information in one data 
field, “from whom the asset was purchased or transferred.” 

Inclusion of a detailed list of such assets for which the data was not included in the computer 
listing was not specified by the procedure. 

Objective 11, Procedure 4: While reviewing the working papers the JOT noted that ACI was 
subletting space to Ameritech Services, Inc. (“ASI”) at prices in excess of those paid by ACI to 
the lessor. The JOT requested that these instances be disclosed in the report in Objectives V&VI, 
in either Procedure 10 or 12. AS1 is a central services organization, which recovers, with certain 
exceptions, all of its costs from the affiliates it serves, including the telephone companies. 
Therefore, to the extent these costs are inflated, they affect the charges to the telephone 
companies. 

SBC provided further information to E&Y, which was subsequently provided to the Joint 
Oversight Team, that clarified the rent per square foot figures observed by the Joint Oversight 
Team. The lease to ACI was a monthlv square foot rental amount that did not include recovery of 
operating expenses (i.e., ACI was responsible for paying the operating expenses directly) and 
thus appeared to be at a lower rate. The subleases to AS1 were annual square foot rental amounts 
that included recovery of operating expenses and thus appeared to be at a higher rate. Based on 
the fact that there was not a specific agreed-upon procedure to test the leases between ACI and 
AS1 and the unaudited information provided did not indicate the subleases were at a significantly 
higher rate than the original lease when viewed on comparable terms, disclosure within our 
report was not deemed necessary. 

- 
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Attachment B-3 

Objectives V&VI, Procedure 12: The JOT requested that the report identify the central services 
organizations that render services to the Section 272 affiliates and the amounts billed to the 
Section 272 affiliates during the first nine months of the engagement period. The report should 
also describe when invoices or reportskhedules are rendered. 

The procedure was performed as agreed-to by the Specified Users of the report. The central 
services organizations that render services to the Section 272 affiliates and the amounts billed to 
the Section 272 affiliates during the first nine months of the engagement period were obtained 
and placed in the workpapers in a manner consistent with other procedures in which the word 
“obtain” is also used. The term “obtain” as stated in the procedure is a defined term within the 
General Standard Procedures that requires the practitioner to physically acquire and generally 
retain in the working papers, all documents supporting the work effort performed to adequately 
satisfy the requirements of the procedure. Further insmctions contained in the General Standard 
Procedures communicate certain terms for which the Specified Users’ expectation is that the 
practitioner will include in its report all results of those procedural steps. The term “obtain” is not 
included in this set of terms. As such, the information above was obtained and included in the 
workpapers. 
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